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This  Department  published  regulations 
effective  January  2nd,  1976,  (41  FR 
1672) ,  implementing  the  Real  Estate  Set¬ 
tlement  Procedures  Act  of  1974  (Pub.  L. 
93-533  herein,  “RESPA”)  as  amended 
effective  January  2,  1976  by  RESPA 
amendments  of  1975  (Pub.  L.  94-205). 
Acting  under  E.uthority  contained  in  sec¬ 
tion  12  of  RESPA  Amendments,  however, 
the  operation  of  RESPA  provisions  deal¬ 
ing  with  the  information  booklet  was 
suspended  until  June  30,  1976,  in  or<jer 
to  allow  for  orderly  revision  to  the  pre¬ 
vious  information  booklet  (entitled  “Set¬ 
tlement  Costs”) . 

The  information  booklet  as  published 
for  comment  below,  is  intended  to  im¬ 
plement  Section  5  of  RESPA,  “Special 
Information  Booklets.”  The  published 
text  reflects  Regulation  X  in  its  proposed 
form  as  pubilshed  at  41  FR  13032,  March 

29,  1976.  It  is  intended  that  the  con¬ 
tents  of  the  booklet,  when  published  in 
final  form,  will  be  consistent  with  Regu¬ 
lation  X  requirements  in  effect  on  June 

30,  1976. 

Specific  comment,  however,  is  re¬ 
quested  regarding  the  effectiveness  of  the 
substantive  presentations,  organization 
and/or  readability  of  the  following: 

1.  The  booklet  was  designed  to  provide 
a  general  description  and  explanation  of 
the  nature  and  purpose  of  each  cost  in¬ 
cident  to  a  real  estate  settlement.  The 
booklet,  however,  does  not  describe  the 
numerous  variations  in  practice  that 
exist  throughout  the  country.  Should 
Regulation  X  be  revised  to  permit  lenders 
to  provide  an  addendum  that  describes 
particular  settlement  practices  current 
in  their  localities? 

2.  A  worksheet  approach  has  been 
utilized  in  the  booklet.  The  borrower  is 
encouraged  to  shop  for  settlement  serv¬ 
ices  and  compare  cost  information  be¬ 
tween  service  providers  by  noting  dollar 
amounts  on  a  worksheet.  Other  compari¬ 
son  devices  are  also  included.  Is  this 
helpful? 

3.  The  booklet  presents  a  discussion 
of  RESPA  Section  10  requirements  re¬ 
garding  reserve  (escrow)  accounts  and  a 
discussion  of  the  nature  of  prorations. 
This  is  an  area  of  real  estate  settlement 
practices  which  is  very  difficult  to  under¬ 
stand  and  describe.  It  is  done  well  here? 
What  alternative  language  would  be  pre¬ 
ferable? 

4.  The  booklet  provides  information 
about  choices  available  to  borrowers  in 
selecting  persons  to  provide  necessary 
services  Incident  to  a  real  estate  settle¬ 
ment  Will  this  Information  be  helpful? 

5.  The  booklet  Is  designed  to  satisfy 
the  Section  5  RESPA  requirement  that 


an  explanation  be  provided  the  borrower 
of  the  unfair  practices  and  unreasonable 
or  unnecessary  charges  to  be  avoided  by 
the  prospective  buyer  with  respect  to  a 
real  etstate  settlement.  Does  the  booklet 
accomplish  that  goal? 

6.  Some  homebuyers  may  obtain  a  copy 
of  the  booklet  prior  to  signing  a  sales 
contract;  therefore,  some  information 
about  sales  contract  provisions  that 
affects  settlement  costs  is  appropriate. 
How  helpful  is  that  prior  information? 

Interested  persons  are  invited  to  par¬ 
ticipate  in  this  proposed  rulemaking  by 
submitting  written  data,  views  and  argu¬ 
ments  with  regard  to  this  proposal.  Com¬ 
munications  should  be  identified  by  the 
above  docket  number  and  title,  and 
should  be  filed  with  the  Rules  Docket 
Clerk,  Office  of  the  Secretary,  Room 
10141,  Department  of  Housing  and  Urban 
Development,  451  Seventh  Street  SW., 
Washington,  D.C.  20410.  All  relevant 
material  received  on  or  before  May  31, 
1976,  will  be  considered  before  adoption 
of  the  final  rule.  Copies  of  comments 
submitted  will  be  available  for  public  in¬ 
spection  during  normal  business  hours  at 
the  above  address. 

The  Department  intends  to  publish  the 
final  booklet  by  June  1,  1976. 
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Introduction 

THE  REAL  ESTATE  SETTLEMENT  PROCEDURES 

One  of  the  principal  objectives  of  the 
Real  Estate  Settlement  Procedures  Act 
(RESPA)  Is  to  help  you  secure  adequate 
settlement  services  at  reasonable  prices, 
by  requiring  that  you  be  provided  with 
meaningful  Information  on  a  timely 
basis.  To  this  end,  the  law  requires  that 
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the  lender,  usually  a  bank,  provide  you 
with  good  faith  estimates  of  settlement 
services  at  the  time  you  file  an  applica¬ 
tion  for  a  loan.  The  law  also  requires 
that  tiie  lender  provide  you  with  tills  in¬ 
formation  booklet,  developed  by  the  U.S. 
Department  of  Housing  and  Urban  De¬ 
velopment.  RESPA  was  not  designed  to 
set  the  prices  of  settlement  services  at 
the  lowest  cost  but  rather  to  provide  in¬ 
formation  about  the  settlement  process, 
and  about  prevailing  costs  in  your  local¬ 
ity.  You  can  then  shop  for  competitive 
prices  and  make  the  selection  best  suited 
to  your  means  and  needs. 

This  booklet  describes  the  settlement 
process  and  charges,  suggests  questions 
you  might  ask  of  lenders,  attorneys  and 
others  to  clarify  what  services  they  will 
provide  you  for  the  charges  quoted,  and 
alerts  you  to  unfair  or  illegal  practices. 
It  also  contains  information  on  your 
rights  and  remedies  available  under 
RESPA. 

You  can  exert  greater  control  over  the 
settlement  process  than  you  might  have 
thought,  especially  if  you  use  the  advice 
given  in  the  booklet.  However,  this  book¬ 
let  will  not  provide  answers  for  all  settle¬ 
ment  problems  or  explain  all  possible 
events  that  may  occur  during  the  settle¬ 
ment  process.  Procedures  vary  too  greatly 
for  one  booklet  to  provide  all  the  an¬ 
swers.  This  booklet  will  give  you  some 
general  ideas,  though,  that  ought  to  be 
helpful  in  any  circumstance. 

WHAT  IS  SETTLEMENT 

Settlement  is  a  formal  transaction  in 
which  ownership  of  real  property  paisses 
from  seller  to  buyer.  It  is  the  end  of  the 
home  buying  process,  not  the  beginning; 
it  is  the  time  when  papers  are  signed, 
monies  are  transferred  between  buyer 
and  seller,  and  the  buyer  is  satisfied  with 
the  seller’s  ability  to  convey  good  title. 
It  may  well  be  the  last  time  you  will  see 
the  seller  and  those  who  have  helped  in 
the  settlement  process. 

When  the  settlement  day  arrives,  you 
are  committed  to  the  purchase  of  the 
property  and  have  made  a  downpayment 
called  earnest  money.  Services  have  been 
performed  on  your  behalf  for  which  you 
are  obligated  to  pay.  Unless  a  seller  fails 
to  perform  a  legally  binding  promise  or 
has  acted  in  a  fraudulent  fashion,  you 
are  obligated  to  complete  the  contract 
and  pay  settlement  costs.  Thus  the  time 
to  decide  the  terms  of  sale,  raise  ques¬ 
tions,  and  establish  fair  fees  is  not  at 
time  of  settlement,  but  earlier,  when  you 
negotiate  the  sales  contract  and  select 
the  providers  of  settlement  services.  By 


the  time  of  settlement,  any  changes  in 
settlement  costs  and  purchase  terms  are 
difficult  to  negotiate. 

SETTLEMENT  COSTS  AND  TERMS 

Perhaps  the  best  way  to  begin  is  at  the 
end,  with  the  Uniform  Settlement  State¬ 
ment  (HUD-1  Form) ,  which  will  be  given 
to  you  at  or  before  settlement.  This  form 
records  the  actual  charges  incurred  for 
your  particular  purchase.  (There  are 
some  exceptions  to  this  requirement.  Ask 
your  lender  about  these.)  This  section 
provides  an  explanation  of  each  fee  or 
charge  which  appears  on  the  statement. 
A  sample  copy  of  the  form  is  included 
beginning  at  page  4  to  help  you  under¬ 
stand  the  usefulness  of  the  statement. 
You  should  note  that  each  item  discussed 
does  not  necessarily  apply  in  every  lo¬ 
cality.  In  addition,  charges  may  be  made 
for  some  services  not  mentioned  in  this 
booklet  which  are  unique  to  your  area. 

The  section  after  the  explanations  and 
definitions  gives  suggestions  and  pro¬ 
vides  questions  which  can  be  asked  of 
the  providers  of  settlement  services.  It  is 
impossible  in  a  short  booklet  of  this  type 
to  explain  fully  each  item.  Therefore, 
the  questions  you  ask  of  each  service  firm 
become  the  principal  source  of  informa¬ 
tion  in  helping  you  decide  what  firm  to 
use.  While  public  libraries  have  real 
estate  books  which  may  be  of  value  to 
you,  and  the  federal  government  has 
pamphlets  explaining  various  aspects  of 
home  buying  (see  Appendix  C) ,  the  most 
helpful  information  will  be  that  obtained 
through  answers  to  the  questions  you  ask 
in  your  community. 

Sections  A  through  I  of  the  Uniform 
Settlement  Statement  contain  informa¬ 
tion  about  the  loan,  the  house,  and  the 
actors  in  the  process.  Sections  J  and  K 
contain  a  summary  of  all  funds  trans¬ 
ferred  between  the  buyer/ borrower,  the 
seller,  the  lenders,  and  the  providers  of 
settlement  services.  The  bottom  line  for 
both  borrower’s  and  seller’s  transactions 
shows  the  net  cash  to  be  paid  and  re¬ 
ceived  at  settlement.  Section  L  is  a  de¬ 
tailed  statement  of  all  settlement 
charges,  and  includes  blank  lines  to  be 
filled  in  by  the  person  conducting  the 
settlement  for  any  items  not  listed  on 
the  printed  form.  The  totals  of  these 
costs  are  carried  forward  to  sections  J 
and  K,  in  order  to  arrive  at  the  net 
cash  figures.  Your  form,  as  received  from 
the  lender,  may  not  look  exactly  the 
same  as  the  one  in  this  booklet.  The 
lender  is  allowed  to  vary  the  form  to 
make  it  fit  the  particular  circumstances 
of  your  locality,  but  all  the  items  con¬ 
tained  on  his  form  must  have  the  same 
titles  and  line  numbers  as  the  ones  de¬ 
scribed  below.  Thus,  you  should  have  no 
difficulty  following  this  discussion  with 
the  form  the  lender  provides. 
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HUD-1  UNIFORM  SETTLEMENT  FORM 
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SETTLEMENT  STATEMENT 
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included  in  the  lotA.  • 
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Definitions  begin  with  the  specific  set¬ 
tlement  charges  found  in  Section  L,  fol¬ 
lowed  by  the  summary  items,  Sections 
J  and  K. 

SPECIFIC  CHARGES 

The  specific  charges  in  Section  L  are 
on  page  2  of  the  HUD-1  Form. 

Settlement  charges. — Sales/ Broker’s 
Commission  (700).  This  is  the  dollar 
amount  of  the  sales  commission,  usually 
paid  by  the  seller.  Fees  are  usually  a 
percentage  of  the  selling  price  of  the 
house,  and  are  intended  to  compensate 
brokers  or  salesmen  for  their  services. 
Custom  and/or  the  negotiated  agree¬ 
ment  between  the  seller  and  the  broker 
determine  thse  amount  of  the  commis¬ 
sion. 

Total  Commission  and  Division  of 
Commission  (701-703).  If  several  brok¬ 
ers  or  salesmen  work  together  to  sell  the 
house,  the  commission  may  be  split 
among  them.  The  total  commission  on 
the  sales  price  of  the  house  is  entered 
on  line  701  in  the  seller’s  column  and  the 
split  is  shown  along  with  the  dollar 
amount  and  names  of  those  receiving  a 
part  of  the  commission  on  lines  702-703. 

Items  Payable  in  Connection  with 
Loan  (800).  These  are  all  the  fees  which 
lenders  may  charge  U  process,  approve 
and  make  the  mortgage  loan. 

Loan  Origination  Fee  (801).  This  fee 
covers  the  lender’s  administrative  costs 
in  processing  the  loan.  Often  expressed 
as  a  percentage  of  the  loan,  the  fee  will 
vary  between  lenders  and  from  locality 
to  locality.  Generally  the  buyer  pays  the 
fee  unless  another  arrangement  has  been 
made  with  the  seller  and  written  into 
the  sales  contract.  However,  the  amount 
chargeable  to  the  buyer  under  FHA-in- 
sured  or  VA-guaranteed  transactions  in¬ 
volving  existing  structures  is  limited  to 
no  more  than  one  percent  of  the  mort¬ 
gage  amount. 

Loan  Discount  (802).  Often  called 
"points,”  this  is  a  one-time  charge  made 
by  the  lender  to  compensate  for  making 
a  loan  at  a  lower  interest  rate  than 
would  be  otherwise  charged.  This  is  done 
because  State  or  Federal  law  limits  the 
interest  rate  for  the  type  of  loan  in¬ 
volved.  Each  “point”  is  one  percent  of 
the  mortgage  amount.  For  example,  if  a 
lender  charges  four  points  on  a  $29,250 
loan  this  amounts  to  a  discount  of  $1,170. 
In  FHA  and  VA  transactions,  the  buyer 
may  not  be  charged  a  discount  by  the 
lender,  but  the  seller  may  agree  to  pay 
points  in  order  to  help  the  buyer  obtain 
financing. 

Appraisal  Fee  (803).  This  charge, 
which  may  vary  significantly  from  trans¬ 
action  to  transaction,  pays  for  a  state¬ 
ment  of  property  value  made  by  an  in¬ 
dependent  appraiser  or  by  a  member  of 
the  lender’s  staff.  The  appraiser  will  re¬ 
port  to  the  lender  on  the  property’s 
value.  In  some  jurisdictions,  the  lender 
needs  to  know  if  the  value  of  the  prop¬ 
erty  is  sufficient  to  adequately  secure  the 
loan  if  you  fail  to  foreclose  and  take  title 
to  the  house. 

The  appraiser  inspects  the  house  and 
the  neighborhood,  and  considers  sale 
prices  of  comparable  houses  and  other 


factors  in  determining  the  value.  The 
appraisal  report  may  contain  photos  and 
sketches.  It  will  provide  the  factual  data 
which  the  appraiser  relied  upon  in  fix¬ 
ing  an  appraised  value.  Ask  the  lender 
for  a  copy  of  the  appraisal  report  or  re¬ 
view  the  original.  The  report  should  con¬ 
tain  Information  of  value  to  you.  Not  all 
conventional  lenders  will  cooperate  in 
furnishing  a  report.  However,  lenders 
making  FHA  or  VA  loans  must  do  so. 
The  appraisal  fee  may  be  paid  by  either 
the  buyer  or  the  seller,  as  agreed  in  the 
sales  contract.  In  some  cases  this  fee  is 
included  in  the  Mortgage  Insurance  Ap¬ 
plication  Fee.  See  line  806. 

On  FHA  and  VA  loans  the  appraisal 
is  made  for  the  government  agency 
rather  than  the  lender  and  the  borrower 
has  the  right  to  inspect  the  report. 

Credit  Report  Fee  (804) .  This  fee  cov¬ 
ers  the  cost  of  the  credit  report.  The 
lender  uses  this  report  in  conjunction 
with  information  you  submitted  with  the 
application  regarding  your  income,  out¬ 
standing  bills,  and  employment,  to  de¬ 
termine  whether  you  are  an  acceptable 
credit  risk  and  to  help  determine  how 
much  money  he  will  lend. 

The  credit  report  shows  how  you  have 
handled  other  credit  transactions.  It 
generally  includes  a  check  of  court  rec¬ 
ords  for  judgments,  law  suits,  divorce  de¬ 
crees,  etc.  If  incorrect  information  in  the 
credit  report  disqualifies  or  adversely  af¬ 
fects  your  loan  application,  you  may  be 
able  to  take  corrective  action.  Your  pro¬ 
tections  under  the  Fair  Credit  laws  are 
summarized  under  “Homebuyers’  Rights” 
in  this  booklet. 

Lender’s  Inspection  Fee  (805).  This 
charge  covers  Inspections,  usually  of 
newly  constructed  housing,  made  by  per¬ 
sonnel  of  the  lending  institution.  (Pest 
or  other  inspections  made  by  companies 
other  than  the  lender  are  discussed  in 
connection  with  line  1302) . 

Mortgage  Insurance  Application  Fee 
(806) .  This  fee  covers  processing  the  ap¬ 
plication  for  federal  or  private  mortgage 
insurance  on  your  loan.  It  includes  the 
appraisal  fee  on  FHA  or  VA  loans.  For  a 
privately  insured  loan  it  may  cover  both 
the  appraisal  and  application  fee.  How¬ 
ever,  generally  a  private  mortgage  in¬ 
surer  will  accept  the  lender’s  appraisal. 
See  line  803. 

Assumption  Fee  (807).  This  fee  is 
charged  for  processing  papers  in  cases  in 
which  the  buyer  takes  over  payments  on 
the  prior  loan  of  the  seller.  While  most 
transactions  do  not  involve  an  assump¬ 
tion,  an  assumption  may  save  money  for 
you  both  in  settlement  costs  and  in  the 
form  of  a  lower  interest  rate.  The  possi¬ 
bility  is  worth  exploring. 

Items  Required  by  Lender  to  be  Paid 
in  Advance  (900) . — Interest  (901) .  Lend¬ 
ers  usually  require  that  borrowers  prepay 
the  interest  that  accrues  on  the  mort¬ 
gage  from  the  date  of  settlement  to  the 
beginning  of  the  period  covered  by  the 
first  monthly  payment.  For  example, 
suppose  your  settlement  takes  place  on 
March  15,  and  your  first  regular  monthly 
payment  will  be  due  May  1,  to  cover  the 
month  of  April.  On  the  settlement  date 


the  lender  will  collect  interest  for  the 
period  from  March  15  to  April  1.  If  you 
borrowed  $30,000  at  9%  interest,  the  in¬ 
terest  item  would  be  $112.50.  This  amount 
will  be  entered  on  line  901. 

Note. — Some  lenders  collect  Interest  at  the 
beginning  of  the  monthly  period  to  which  It 
applies,  rather  than  at  the  end.  On  such  a 
loan,  the  first  monthly  payment  In  the  fore¬ 
going  example  would  be  due  on  April  1;  the 
"interest  In  advance"  calculation  would  be 
the  same.  $112.60.  FHA.  Farmer’s  Home  Adm., 
and  VA  do  not  allow  lenders  to  charge  Inter¬ 
est  In  advance  of  use,  since  It  Increases  the 
effective  rate  of  Interest. 

Mortgage  Insurance  Premium  (902). 
Mortgage  insurance  protects  the  lender 
from  loss  due  to  payment  default  by  the 
home  owner.  With  this  protection  the 
lender  is  willing  to  make  a  larger  loan, 
thus  reducing  your  downpayment  re¬ 
quirements.  The  premium  charge  for 
FHA  mortgage  insurance  is  paid  by  the 
borrower  as  a  small  addition  to  his 
monthly  payments.  Private  mortgage  in¬ 
surance  premiums  may  be  paid  in  this 
way,  or  in  a  lump  sum  when  the  loan  is 
made.  There  is  no  charge  to  veterans  for 
a  VA  guarantee.  If  your  loan  is  insured 
by  private  mortgage  Insurance,  you  may 
be  required  to  pay  a  mortgage  insurance 
premium  for  a  specific  number  of  months 
or  a  year  in  advance.  FHA  and  the  Farm¬ 
ers  Home  Administration  limit  the 
amount  to  be  collected. 

Hazard  Insurance  Premium  (903). 
This  premium  prepayment  is  for  insur¬ 
ance  protection  for  you  and  the  lender 
against  loss  due  to  fire,  windstorm,  and 
natural  hazards.  This  coverage  may  be 
Included  in  a  Homeowners  Policy  which 
insures  against  additional  risks  which 
may  include  personal  liability  and  theft. 
Lenders  often  require  payment  of  the 
first  year’s  premium  at  settlement. 

A  hazard  insurance  or  homeowner’s 
policy  may  not  protect  you  against  loss 
caused  by  flooding.  In  special  flood -prone 
areas  identified  by  HUD,  you  may  be  re¬ 
quired  to  carry  flood  insurance  on  your 
home.  Such  insurance  may  be  purchased 
at  low  federally  subsidized  rates  in  com¬ 
munities  eligible  under  the  National 
Flood  Insurance  Act.  Contact  a  local  haz¬ 
ard  insurance  agent  concerning  eligibil¬ 
ity  in  your  case. 

Reserves  Deposited  with  Lenders 
(1000).  Reserves  (sometime  called  “es¬ 
crow”  or  “impound”  accounts)  are  your 
funds  held  In  an  account  by  the  lender 
to  assure  payment  for  such  recurring 
items  as  real  estate  taxes  and  hazard  in¬ 
surance. 

You  will  probably  have  to  pay  an  ini¬ 
tial  amount  for  each  of  these  items  to 
start  the  reserve  account  at  the  time  of 
settlement.  A  portion  of  your  regular 
monthly  payments  will  be  added  to  the 
escrow  account.  RESPA  places  limita¬ 
tions  on  the  amount  of  reserve  funds 
which  may  be  required  by  the  lender. 
Read  “Reserve  Accounts”  in  this  booklet 
for  reserve  calculation  procedures.  Do 
not  hesitate  to  ask  the  lender  to  explain 
any  variance  between  your  own  calcula¬ 
tions  and  the  figure  presented  to  you. 

Hazard  Insurance  GOOD.  The  lender 
determines  the  amount  of  money  that 
must  be  placed  in  the  reserve  In  order 
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to  pay  the  insurance  premium  when  due. 
See  “Reserve  Accounts”  for  calculations. 

Mortgage  Insurance  (1002).  The 
lender,  using  the  yearly  premium 
amounts  set  by  FHA,  the  Farmers  Home 
Administration  or  the  private  mortgage 
insurance  company,  may  require  that 
part  of  the  total  annual  premium  be 
placed  in  the  reserve  account  at  settle¬ 
ment.  The  amount  may  be  negotiable. 
FHA  places  limits  on  this  amount. 

City /County,  Property  Taxes  ( 1003- 
1004).  The  lender  may  require  a  regu¬ 
lar  monthly  payment  to  the  reserve  ac¬ 
count  for  property  taxes. 

Annual  Assessments  (1005).  This  re¬ 
serve  item  covers  county  or  city  taxes 
assessed  on  the  property  for  special  im¬ 
provements,  such  as  sidewalks  or  sewers, 
sometimes  called  front  footage  taxes. 

Title  Charges  (1100).  Title  charges 
may  cover  a  variety  of  services  performed 
by  the  lender  or  others  for  handling  and 
supervising  the  settlement  transaction 
and  services  related  thereto.  The  spe¬ 
cific  charges  discussed  in  connection 
with  line  1101  through  1109  are  those 
most  frequently  incurred  on  settlement. 
Due  to  the  great  diversity  of  practices 
from  area  to  area,  your  particular  set¬ 
tlement  may  not  include  all  these  items 
or  may  include  others  not  listed.  Ask  your 
lender  to  clarify  how  these  fees  relate 
to  services  performed  on  your  behalf. 
An  extended  discussion  is  presented  in 
“Searching  a  Title”  later  in  this  booklet. 

Settlement  or  Closing  Fee  (1101) .  This 
fee  is  paid  to  the  settlement  agent  for 
his  service  in  seeing  that  Title  to  the 
property  is  passed  to  you  at  settlement. 
Certain  expenses  are  properly  divided  be¬ 
tween  the  buyer  and  seller  and  that  the 
seller  receives  the  money  and/or  the 
executed  mortgage  which  he  should  have. 
Responsibility  for  payment  of  this  fee 
is  usually  negotiable  between  the  seller 
and  buyer. 

Abstract  or  Title  Search,  Title 
Examination,  Title  Insurance  Binder, 
Document  Preparation  (1102-1105). 
These  charges  cover  the  costs  of  the 
search  and  examination  of  records  of 
previous  ownership,  transfers,  etc.,  to  de¬ 
termine  whether  the  seller  holds  good 
title  to  the  property,  and  to  disclose  any 
matters  on  record  that  could  adversely 
affect  the  buyer  or  the  lender.  Examples 
of  Title  problems  are  unpaid  mortgages, 
judgment  or  tax  liens,  conveyances  of 
mineral  rights,  leases,  and  power  line 
easements  or  road  rights-of-way  that 
could  limit  use  and  enjoyment  of  the 
real  estate. 

There  may  be  a  separate  document 
fee  that  covers  preparation  of  final  legal 
papers,  such  as  a  deed  of  trust,  mortgage 
note,  title  insurance  binder,  or  title  in¬ 
surance  application  form.  Further  dis¬ 
cussion  is  included  in  section  C,  part  4. 
You  should  check  to  see  that  these  serv¬ 
ices,  if  charged,  are  not  also  covered 
under  some  other  service  fees.  Ask  the 
lender. 

Notary  Fee  (1106).  This  fee  is  charged 
for  the  cost  of  having  a  licensed  person 
fix  his  or  her  name  and  seal  to  various 
documents  authenticating  the  execution 
of  these  documents  by  the  parties. 


Attorney  s  Fees  (1107) .  You  may  be  re¬ 
quired  to  pay  for  legal  services  provided 
to  the  lender  in  connection  with  the  set¬ 
tlement,  such  as  examination  of  the  title 
binder  or  sales  contract.  Occasionally 
this  fee  can  be  shared  with  the  seller. 
If  a  lawyer’s  involvement  is  required  by 
the  lender,  the  fee  will  appear  on  this 
part  of  the  form.  The  buyer  and  seller 
may  each  retain  an  attorney  to  check  the 
various  documents  and  to  represent  them 
at  the  settlement.  Where  this  service  is 
not  required  or  is  paid  for  outside  of 
closing,  the  lender  is  not  obligated  to 
record  the  fee  on  the  settlement  form. 

Title  Insurance  (1108).  The  total  cost 
of  owner’s  and  lender’s  title  insurance  is 
shown  here.  The  borrower  may  pay  all 
or  only  a  part  of  this  cost  depending  on 
the  terms  of  the  sales  contract  or  local 
custom. 

Lender’s  Insurance  (1109).  A  one-time 
premium  may  be  charged  at  settlement 
for  a  policy  which  protects  the  lender 
against  loss  due  to  problems  or  defects 
in  connection  with  the  title.  The  insur¬ 
ance  is  usually  written  for  the  amount 
of  the  mortgage  loan  and  covers  losses 
due  to  defects  or  problems  not  identified 
by  title  search  and  examination.  This  is 
customarily  paid  by  the  borrower  unless 
the  seller  agrees  to  pay  part  or  all  of  it 
in  the  sales  contract. 

Owner’s  Insurance  (1110) .  This  charge 
is  for  owner's  title  insurance  protection 
and  protects  you  against  losses  due  to 
title  defects.  In  some  areas  it  is  custom¬ 
ary  for  the  seller  to  pay  for  this  policy. 

Government  Recording  and  Transfer 
Charges  (1201-1204).  These  fees  may  be 
paid  either  by  borrower  or  seller.  The 
borrower  usually  pays  the  fees  for  legally 
recording  the  new  deed  and  mortgage. 
These  fees,  collected  when  property 
changes  hands  or  when  a  mortgage  loan 
is  made,  may  be  quite  large  and  are  set 
by  state  and/or  local  governments.  Cfty, 
county  and/or  state  tax  stamps  may  have 
to  be  purchased  as  well. 

Additional  Settlement  Charges  (1300- 
1305). — Survey  (1301).  The  lender  may 
require  that  a  surveyor  conduct  a  prop¬ 
erty  survey  to  determine  exact  location 
of  the  house  and  lot  lines.  This  is  a  pro¬ 
tection  to  the  buyer  as  well.  Usually  the 
buyer  pays  the  surveyor’s  fee,  but  some¬ 
times  this  may  be  handled  by  the  seller. 

Pest  inspection  (1302).  This  fee  is  to 
cover  inspections  for  termite  or  other 
pest  infestation  of  the  house.  This  may 
be  important  if  the  sales  contract  in¬ 
cludes  a  promise  by  the  seller  to  transfer 
the  property  free  from  pests  or  pest- 
caused  damage.  Be  sure  that  the  inspec¬ 
tion  shows  that  the  property  complies 
with  the  sales  contract  before  you  com¬ 
plete  the  settlement.  Where  the  seller 
has  failed  to  correct  the  problems,  do  not 
complete  your  closing  without  an  expli¬ 
cit  written  promise  by  the  seller  to  cor¬ 
rect  the  situation.  You  may  wish  to  re¬ 
quire  a  bond  or  other  financial  assurance 
that  the  work  will  be  completed.  You 
need  not  complete  the  closing  if  the  seller 
has  failed  to  perform. 

This  fee  can  be  paid  either  by  the  bor¬ 
rower  or  seller  depending  upon  the  terms 
of  the  sales  contract.  Lenders  vary  in 


their  requirements  as  to  such  an  in¬ 
spection.  There  may  also  be  pre-sale  in¬ 
spections  for  the  buyer’s  benefit  to  evalu¬ 
ate  the  heating,  plumbing,  and  electrical 
systems  and  overall  structural  soundness. 
The  charge  for  6uch  an  inspection  may 
include  a  fee  for  insurance  or  warranty 
services  to  back  up  the  inspection.  War¬ 
ranty  insurance  costs  may  also  be  listed 
here.  If  you  are  buying  a  new  house, 
check  with  the  builder  for  the  availabil¬ 
ity  of  a  warranty. 

Total  Settlement  Charges  (1400).  All 
the  fees  in  the  borrower’s  column  en¬ 
titled  “Paid  from  borrower’s  fund”  are 
totaled  here  and  transferred  to  line  103 
of  section  J,  “Settlement  Charges  to  Bor¬ 
rower”  in  the  Summary  of  Borrower's 
Transaction  on  page  1  of  HUD-1.  All  the 
settlement  fees  paid  by  the  seller  are 
transferred  to  line  504  of  section  K,  “Set¬ 
tlement  Charges  to  Seller”  in  the  Sum¬ 
mary  of  Seller's  Transaction  on  page  1 
of  HUD-1. 

SUMMARY  OF  BORROWER'S  TRANSACTION 

(Section  J,  Page  1  of  HUD  Form  1) 

Gross  Amount  Due  (From  Borrower 
(100))  (To  Seller  (400)).  Page  1  of  the 
Uniform  Settlement  Statement  HUD 
Form  1  summarizes  all  actual  costs  and 
adjustments  for  the  borrower  and  seller, 
including  the  settlement  fees  and  charges 
found  on  line  1400  of  Section  L.  Sections 
301-303  aggregate  all  costs  and  amounts 
to  be  paid  by  or  on  behalf  of  the  buyer 
resulting  in  line  303,  the  net  cash  figure 
payable  to  the  borrower  (buyer) . 

Contract  Sales  Price  (101).  This  is  the 
price  of  the  home  agreed  to  in  the  sales 
contract  between  the  buyer  and  seller. 

Personal  Property  (102) .  If,  at  the  time 
the  sales  contract  is  made,  you  and  the 
seller  agreed  that  some  items  are  to  be 
transferred  with  the  house,  the  price  is 
entered  here.  If  it  was  agreed  to  include 
these  items  in  the  price  of  the  home,  their 
cost  will  be  part  of  the  sales  price 
recorded  on  line  100.  Personal  property 
includes  items  like  carpets,  drapes,  stove, 
refrigerator,  etc. 

Settlement  Charges  to  borrower  (103) . 
The  total  charges  detailed  in  Section  L 
and  totaled  on  line  1400,  are  recorded 
here.  This  figure  includes  all  of  the  items 
payable  in  connection  with  the  loon, 
items  required  by  the  lender  to  be  paid 
in  advance,  reserves  deposited  with  the 
lender,  title  charges,  government  record¬ 
ing  and  transfer  charges,  and  any  addi¬ 
tional  related  charges. 

Additional  Costs  (104  &  and  105).  This 
space  is  for  listing  any  additional 
amounts  owed  the  seller,  such  as  reserve 
funds  if  the  buyer  is  assuming  the  seller’s 
loan.  This  may  not  be  applicable  to  your 
settlement. 

Adjustments  (106-1 12  >.  These  include 
taxes,  front  footage  charges  insurance, 
fuel  and  other  items  that  the  seller  has 
previously  paid  for  covering  a  period 
which  runs  beyond  the  settlement  date. 
The  costs  are  usually  divided  on  a  pro¬ 
portional  basis  with  the  seller  being  re¬ 
imbursed  for  accruals  occurring  after  the 
date  of  transfer  of  Title. 

Gross  Amount  Due  (120).  This  is  the 
total  of  lines  100  through  112. 
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Amounts  Paid  By  Borrower  (200). — 
Deposit  or  earnest  money  (201).  This  Is 
the  amount  which  you  paid  against  the 
sales  price  when  the  sales  contract  was 
signed. 

Principal  amount  of  new  loan  (202). 
This  is  the  amount  of  the  new  mortgage 
which  you  will  repay  to  the  lender  in  the 
future. 

Existing  loan(s)  (203).  If  you  are  tak¬ 
ing  over  the  seller’s  mortgage(s)  instead 
of  obtaining  a  new  loan  or  paying  all 
cash,  the  amount  still  owed  on  those  prior 
loans  will  be  shown  here. 

Credit  to  borrower  (207-213).  This  in¬ 
cludes  so  much  of  taxes  or  assessments 
as  become  due  after  settlement  but  which 
cover  a  period  of  time  prior  to  settlement 
and  therefore  represent  costs  properly 
payable  by  the  seller.  See  “Reserve  Ac¬ 
counts”  for  a  further  discussion  of  these 
matters. 

Total  Amounts  Paid  By  Borrower 
(220).  This  is  the  sum  of  lines  201 
through  213. 

Cash  At  Settlement  (300-303).  Re¬ 
maining  are  the  summary  lines  which  are 
300-303  for  the  borrower  (and  600-603 
for  the  seller).  Subtracting  line  302 
(gross  affiount  paid  by  or  on  behalf  of  the 
borrower)  from  line  301  (gross  amount 
due  from  the  borrower)  results  in  the  net 
cash  the  borrower  must  pay  at  settle¬ 
ment.  A  sample  worksheet  is  included, 
to  allow  you  to  trace  an  illustrative 
transaction. 

Escrow  Closings:  A  Note.  In  some  parts 
of  the  country,  settlement  may  be  con¬ 
ducted  by  an  esecrow  agent,  a  lender,  real 
estate  broker,  title  company  representa¬ 
tive  or  an  attorney.  After  entering  into  a 
contract  of  sale,  the  parties  sign  an  es¬ 
crow  agreement  which  requires  them  to 
deposit  specified  documents  and  funds 
with  the  agent.  Unlike  the  typical  closing 
In  many  parts  of  the  East,  the  parties  do 
not  meet  together  around  a  table  to  sign 
and  exchange  documents.  If  all  the  pa¬ 
pers  and  money  are  deposited  within  the 
agreed  time,  the  escrow  is  “closed”.  The 
escrow  agent  then  records  the  appropri¬ 
ate  documents  and  gives  each  party  the 
documents  and  money  he  is  entitled  to 
receive.  This  includes  the  completed 
HUD-1  Form.  If  one  party  has  failed  to 
fulfill  his  agreement,  the  escrow  is  not 
closed  and  a  law  suit  may  follow. 

Escrow  practices  differ  from  state  to 
state.  In  some  areas,  like  California,  they 
are  the  dominant  mode  of  settlement. 
The  agent  may  request  a  title  reports  and 
policy ;  draft  a  deed  or  other  docu¬ 
ments;  obtain  rent  statements;  pay  off 
existing  loans;  adjust  taxes,  rents,  and 
Insurance  between  the  buyer  and  seller; 
compute  interest  on  loans;  and  acquire 
hazard  Insurance.  All  this  is  authorized 
in  the  escrow  agreement. 

RESERVE  ACCOUNTS 

In  most  Instances,  a  monthly  mortgage 
payment  is  made  up  of  a  payment  on 
principal  amount  of  the  mortgage  debt 
which  reduces  the  balance  due  on  the 
loan,  and  Interest  payment  which  is  the 
charge  for  use  of  the  borrowed  funds,  and 
a  reserve  payment  (also  known  as  an 
escrow  or  Impound  payment)  which  rep¬ 


resents  approximately  one-twelfth  of  the 
estimated  annual  insurance  premiums, 
property  taxes,  assessments  and  recur¬ 
ring  property-related  charges.  This  sum 
is  placed  in  a  special  account  and  allowed 
to  accumulate  until  the  next  due  date  of 
each  specific  recurring  charge. 

When  settlement  occurs  you  may  need 
to  make  an  initial  deposit  into  the  reserve 
account;  otherwise,  your  regular  monthly 
deposits  to  it  will  not  accumulate  enough 
to  pay  the  taxes,  insurance  or  other 
charges  when  they  fall  due.  Under 
RESPA,  the  maximum  amount  the 
lender  can  require  borrowers  or  prospec¬ 
tive  borrowers  to  deposit  into  a  reserve 
account  at  settlement  is  a  total  gross 
amount  not  to  exceed:  (a)  a  sum  that 
would  have  been  sufficient  to  pay  taxes, 
insurance  premiums,  and  other  charges 
for  the  period  beginning  with  the  last 
date  on  which  taxes,  or  insurance  premi¬ 
ums,  or  other  charges  would  have  been 
paid  under  normal  conditions,  and  end¬ 
ing  on  the  due  date  of  the  first  full 
monthly  mortgage  installment  payment; 
plus  (b)  an  additional  amount  not  in  ex¬ 
cess  of  one-sixth  (2  months)  of  the  es¬ 
timated  total  amount  of  taxes,  insurance 
premiums  and  other  charges  to  be  paid 
on  the  dates  indicated  above  during  any 
twelve  month  period  to  follow. 

An  illustration  will  help  clarify  this 
calculation.  Assume  the  following  set  of 
facts  on  a  loan.  Also  assume  that  taxes 
are  paid  at  the  end  of  the  period  against 
which  taxes  are  assessed. 

Example. — Settlement  date:  AprU  30,  1977; 
Due  Date  of  first  mortgage  loan  repayment: 
June  1,  1977;  (a)  Taxes  due  yearly:  $360.00; 
(b)  Monthly  tax  accrual:  $30.00:  Due  date  for 
taxes:  December  1st  for  the  calendar  year. 

The  reserve  amount  for  category  (a) 
is  $180.00.  This  represents  the  amount  of 
taxes  accruing  between  December  1, 1976 
(the  last  tax  due  date)  and  May  30, 1977 
($30.00  x  6  months).  Reserve  amounts 
chargeable  under  category  (b)  could  be 
up  to  two  months  advance  payment 
times  $30.00  or  a  total  of  $60.00.  There¬ 
fore,  total  reserve  deposits  for  taxes  at 
settlement  would  be  a  maximum  of 
$240.00. 

Not*. — Changing  the  due  date  for  taxes 
and/or  the  first  mortgage  payment  results 
in  a  different  reserve  amount  for  the  same 
iUustratlon. 

The  same  procedure  is  used  to  deter¬ 
mine  the  maximum  amounts  that  can  be 
collected  by  the  lender  for  Insurance 
premiums  or  other  charges.  You  need  to 
know  the  charges  and  due  dates  in  order 
to  compute  the  amounts. 

Once  you  begin  your  monthly  mort¬ 
gage  repayments,  you  can  not  be  re¬ 
quired  to  pay  more  than  one-twelfth  of 
the  annual  taxes  and  other  charges  each 
month,  unless  a  larger  payment  is  neces¬ 
sary  to  make  up  for  a  deficit  in  your  ac¬ 
count  or  to  maintain  the  cushion  of  the 
one-sixth  of  annual  charges  mentioned 
in  (b)  above.  A  deficit  may  be  caused, 
for  example,  if  your  taxes  or  insurance 
premiums  are  raised. 

You  should  note  that  the  above  reserve 
limitations  apply  to  all  federally  related 
mortgage  loans  whether  they  were  orig¬ 


inated  before  or  after  the  implementa¬ 
tion  of  RESPA. 

ADJUSTMENTS  BETWEEN  BUYER  AND  SELLER 

The  previous  section  dealt  with  setting 
up  and  maintaining  your  reserve  ac¬ 
count  with  the  lender.  At  settlement  it  is 
also  usually  necessary  to  make  an  adjust¬ 
ment  between  buyer  and  seller  for  prop¬ 
erty  taxes  and  other  charges.  This  is  an 
entirely  separate  matter  from  the  initial 
deposit  which  the  borrower  makes  into 
the  new  reserve  account. 

The  adjustments  between  buyer  and 
seller  are  shown  in  sections  J  and  K  of 
the  Uniform  Settlement  Statement.  In 
the  example  of  the  taxes  given  in  the 
foregoing  section,  the  taxes,  which  are 
payable  annually,  had  not  yet  been  paid 
when  the  settlement  occurs  on  April  30th. 
The  home  buyer  will  have  to  pay  a  whole 
year’s  taxes  on  the  following  Decem¬ 
ber  1st.  However,  the  seller  lived  in  the 
house  for  the  first  four  months  of  the 
year.  Thus,  four-twelfths  of  the  year’s 
taxes  are  to  be  paid  by  him.  Accordingly, 
Lines  208  and  508  on  the  Uniform  Set¬ 
tlement  Statement  would  read  as 
follows : 

County  taxes  1/1/77  to  4/30/77:  $120.00. 

The  buyer  would  be  given  credit  for  this 
amount  in  the  settlement  and  the  seller 
would  have  to  pay  this  amount  or  count 
it  as  a  deduction  from  sums  which  will 
be  payable  to  him. 

In  some  areas  taxes  are  paid  at  the  be¬ 
ginning  of  the  taxable  year.  If,  in  our  ex¬ 
ample,  the  taxes  were  paid  by  the  seller 
on  January  1,  for  the  tax  year  1977,  end¬ 
ing  December  31,  1977,  the  buyer  will 
have  to  compensate  the  seller  for  the 
taxes  attributable  to  the  seller  for  the 
taxes  attributable  to  the  months  that  the 
buyer  will  be  in  possession  of  the  prop¬ 
erty  (April  30-December  31).  This  ad¬ 
justment  will  be  shown  on  lines  107  and 
407  of  the  Uniform  Settlement  State¬ 
ment.  With  settlement  occuring-on  April 
30,  those  lines  will  read  as  follows: 
County  taxes  4/30/77  to  12/31/77:  $240.00. 

This  amount  would  be  credited  to  the 
seller  in  the  settlement. 

Similar  adjustments  are  made  for  in¬ 
surance  (if  the  policy  is  being  kept  in  ef¬ 
fect)  ,  special  assessments,  fuel  and  other 
utilities,  although  the  billing  periods  for 
these  may  not  always  be  on  an  annual 
basis.  Be  sure  you  work  out  these  pro¬ 
rations  with  the  seller  prior  to  settle¬ 
ment.  It  is  wise  for  you  to  notify  utility 
companies  of  the  change  in  ownership 
and  ask  for  a  special  reading  on  the  day 
of  settlement,  with  the  bill  for  pre-set¬ 
tlement  charges  to  be  mailed  to  the  seller 
at  his  new  address.  This  will  eliminate 
much  confusion  that  can  result  if  you 
are  billed  for  utilities  which  cover  a 
period  of  time  during  which  the  seller  oc¬ 
cupied  the  unit 

Shopping  for  Services 

Shopping  for  settlement  services  can 
sometimes  result  in  co6t  sayings.  In  some 
Instances  the  lender  may  require  use  of 
particular  firms,  but  never  assume  that 
the  costs  first  quoted  are  necessarily 
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those  you  must  pay.  Nor  should  you  as¬ 
sume  that  the  firms  recomended  to  serve 
you  are  the  ones  you  must  use.  Find  firms 
that  will  provide  services  most  compat¬ 
ible  with  your  needs.  Always  ask  ques¬ 
tions  of  firms  about  settlement  services 
they  provide  and  their  fees.  Reputable 
business  men  will  give  you  their  best 
answer.  If  someone  is  unwilling  to 
•answer,  ask  the  same  question(s)  of 
other  providers  of  the  same  service. 

You  can  also  negotiate  with  the  seller 
of  the  house  about  who  pays  various  set¬ 
tlement  fees.  There  are  generally  no  fixed 
rules  about  which  party  pays  which  fees, 
although  in  many  cases  this  is  largely 
controlled  by  local  custom. 

Among  the  many  factors  that  deter¬ 
mine  the  amount  you  will  pay  for  settle¬ 
ment  costs  are  the  location  of  your  new 
home,  the  type  of  sales  contract  you  ne¬ 
gotiate,  the  arrangements  made  with  the 
real  estate  broker,  the  lender  you  select, 
and  your  decisions  in  selecting  the  vari¬ 
ous  firms  that  provide  required  settle¬ 
ment  services.  Property  taxes  and  lend¬ 
ing  practices  differ  from  area  to  area.  If 
the  chosen  house  is  in  a  special  flood  haz¬ 
ard  area,  as  designated  by  HUD,  you  may 
want  to  check  flood  insurance  maps  (pre¬ 
pared  by  the  Federal  Insurance  Admin¬ 
istration)  available  at  city  hall,  as  you 
may  end  up  paying  additional  insurance 
as  a  prerequisite  to  obtaining  mortgage 
financing. 

ROLE  OF  THE  BROKER 

Although  real  estate  brokers  provide 
helpful  advice  on  many  aspects  of  home 
buying,  and  may  in  some  areas  super¬ 
vise  the  settlement,  they  normally  serve 
the  interests  of  the  seller,  not  the  buyer. 
The  broker’s  basic  objectives  are  to  ob¬ 
tain  a  signed  contract  of  sale  which 
properly  expresses  the  agreement  of  the 
parties,  and  to  complete  the  sale. 

A  broker  may  recommend  that  you  deal 
with  a  particular  lender,  title  company, 
attorney,  or  other  provider  of  settlement 
services.  Ask  brokers  why  they  recom¬ 
mend  a  particular  company  or  firm  over 
others.  Advise  them  that  while  you  wel¬ 
come  their  suggestions  (and,  indeed,  they 
probably  have  good  contacts),  you  re¬ 
serve  the  right  to  pick  your  own  lawyer 
and  title  insurance  company.  It  is  up  to 
you  to  review  the  documents  carefully. 
Although  the  broker  may  offer  helpful 
advice,  keep  in  mind  that  you  are  the 
one  who  is  spending  the  money  to  buy 
a  home,  and  that  you  are  entitled  to  a 
full  understanding  of  the  costs.  The 
broker  has  a  substantial  interest  at  set¬ 
tlement  to  complete  the  transaction. 
Also,  the  obligation  of  the  seller's  broker 
is  to  represent  the  seller  and  in  this  con¬ 
nection,  the  seller  may  be  interested 
primarily  in  closing  the  transaction  as 
soon  as  possible. 

NEGOTIATING  A  SALES  CONTRACT 

Most  readers  have  probably  already 
signed  a  sales  contract.  For  those  who 
have  not,  the  following  points  are  im¬ 
portant.  The  sales  agreement  you  and  the 
seller  sign  determines  which  settlement 
costs  you  will  pay  and  which  will  be 
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paid  by  the  seller.  Buyers  can  and  do 
negotiate  with  sellers  as  to  which  party 
is  to  pay  for  specific  settlement  costs. 
The  success  of  such  negotiations  depends 
upon  factors  such  a  how  eager  the  seller 
is  to  sell  and  you  are  to  buy,  the  quality 
of  the  house,  itself ,  how  long  the  house 
has  been  on  the  market,  whether  other 
potential  buyers  are  interested,  and  how 
willing  you  are  to  negotiate  for  lower 
costs.  There  is  no  standard  sales  contract 
which  you  are  required  to  sign.  You  are 
entitled  to  make  any  modifications  in 
any  standard  form  contract  presented  by 
the  broker  to  which  the  seller  will  agree. 
You  should  consider  including  the  fol¬ 
lowing  clauses: 

A  provision  that  the  seller  provide  title, 
free  and  clear  of  all  liens  and  encum¬ 
brances  except  those  which  you  specifi¬ 
cally  agree  to  in  the  contract  or  approve 
when  the  results  of  the  41  tie  search  are 
reported  to  you.  You  may  negotiate  as 
to  who  will  pay  for  the  title  search  serv¬ 
ice  to  determine  whether  the  title  is 
“marketable.” 

A  survey  of  the  property  to  be  in¬ 
cluded  by  the  seller.  A  recent  survey  may 
suffice.  This  may  save  you  money  where 
the  lender  or  title  company  requires  a 
survey. 

A  refund  of  your  deposit  (earnest 
money)  from  the  seller  or  escrow  agent 
if  you  are  unable  to  secure  from  a  lend¬ 
ing  institution  a  first  mortgage  or  deed- 
of- trust  loan  with  an  amount,  interest 
rate,  and  length  of  term  satisfactory  to 
you. 

A  certificate  stating  that  the  house,  at 
time  of  settlement,  is  free  from  termites 
or  termite  damage  and  that  the  plumb¬ 
ing,  heating,  electrical  systems  and  ap¬ 
pliances  are  in  working  order.  Negotiate 
who  pays  for  any  necessary  inspections; 
there  is  no  uniform  custom  in  most  areas. 
Many  buyers  prefer  to  pay  for  these  in¬ 
spections  because  they  want  to  know  that 
the  inspector  is  conducting  the  service 
for  them,  not  for  the  seller. 

An  agreement  on  how  taxes,  water  and 
sewer  charges,  premiums  on  existing 
transferable  insurance  policies,  utility 
bills,  Interest  on  mortgages,  and  rent  (if 
there  are  tenants)  are  to  be  divided  be¬ 
tween  buyer  and  seller  as  of  the  date  of 
the  settlement. 

Before  you  sign  the  sales  contract, 
make  sure  that  it  correctly  expresses  your 
agreement  with  the  seller  on  such  im¬ 
portant  details  as  the  sales  price  of  the 
home,  method  of  payment,  the  time  set 
for  your  taking  possession,  the  status  of 
fixtures,  appliances,  and  personal  prop¬ 
erty  in  the  home,  and  the  other  items 
described  above. 

Note  that  the  above  list  is  not  intended 
to  be  complete,  but  does  illustrate  the 
importance  of  the  sales  agreement  and 
its  terms.  Before  you  sign  a  sales  con¬ 
tract  you  may  want  to  ask  an  attorney  to 
review  the  proposed  agreement  and  de¬ 
termine  if  it  protects  your  interests.  If 
you  do  not  know  of  an  attorney  you  may 
wish  to  consult  the  local  bar  association 
referral  service  or  neighborhood  legal 
service  office.  After  you  sign  the  agree¬ 
ment,  it  is  usually  too  late  to  make  mod¬ 
ifications.  For  most  people  a  home  is  the 
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most  important  and  expensive  purchase 
of  a  lifetime. 

SELECTING  AN  ATTORNEY 

If  you  seek  the  aid  of  an  attorney,  first 
ask  what  services  will  be  performed  for 
what  fee.  If  the  fee  seems  too  high,  shop 
for  another  lawyer.  Is  the  attorney’s 
specialty  “real  estate”  or  a  nonrelated 
field?  The  answer  to  this  question  should 
have  a  bearing  on  the  fee  charged  and 
on  your  selection  of  attorneys.  The  U.S. 
Supreme  Court  has  said  that  bar  asso¬ 
ciation  minimum  fee  schedules  that  fix 
attorneys'  fees  at  a  constant  level  are 
illegal,  so  do  not  be  bashful  about  dis¬ 
cussing  and  shopping  for  legal  fees  you 
can  afford.  Your  Lawyer  will  understand. 

Questions  you  might  ask  the  attorney 
are:  What  is  the  charge  for  reading 
documents  and  giving  advice  concerning 
them?  For  being  present  at  settlement? 
Will  the  attorney  represent  any  other 
party  in  the  transaction  in  addition  to 
you?  In  some  areas  lawyers  act  as  closing 
agents,  handling  the  mechanical  aspects 
of  the  settlement.  A  lawyer  who  does 
this  does  not  necessarily  represent  you 
in  a  personal  sense.  You  should  have  a 
clear  understanding  of  this  point. 

SELECTING  A  LENDER 

Your  choice  of  lender  will  influence 
not  only  your  settlement  costs,  but  also 
the  monthly  cost  of  your  loan.  The  lend¬ 
er’s  legitimate  business  interest  is  to 
make  a  loan  on  terms  which  will  provide 
a  good  yield  with  little  risk.  In  selecting 
a  lending  Institution,  ask  about  its  re¬ 
quirements  for  settlement  services  and 
compare  these  requirements  with  those 
of  other  lenders.  Some,  for  example,  may 
require  a  new  survey,  an  appraisal  fee, 
or  title  insurance  while  others  may  not. 

Many  lenders  deal  regularly  with  cer¬ 
tain  title  companies,  attorneys,  ap¬ 
praisers,  surveyors,  or  others  in  whom 
they  have  confidence.  They  may  want 
to  arrange  for  provision  of  all  settlement 
services  through  these  parties  as  a  con¬ 
venience  to  the  buyer  and  themselves.  If 
this  is  the  case,  the  lender  is  obligated  to 
disclose  certain  types  of  information  de¬ 
scribing  his  relationship  to  these  firms. 
More  is  said  on  this  under  “Good  Faith 
Estimates”.  Federally  insured  savings 
and  loan  associates  are  not  allowed  to 
prohibit  you  from  selecting  your  own 
providers  for  some  of  these  services,  al¬ 
though  they  may  charge  you  for  the  fee 
of  the  association’s  lawyer. 

Questions  you  may  want  to  ask  the 
lender  should  include  these: 

What  fees  or  charges  must  you  pay? 
(These  may  include  charges  for  ap¬ 
praisal,  credit  report,  photographs,  vari¬ 
ous  statesmen ts  or  papers,  or  an  origina¬ 
tion  fee  or  service  charge.) 

Are  you  required  to  carry  property,  life, 
or  disability  insurance?  Must  you  obtain 
it  from  a  particular  company?  (You  may 
prefer  no  insurance  or  may  wish  to  ob¬ 
tain  it  at  a  better  premium  rate  else¬ 
where.) 

Is  there  a  late  payment  charge?  How 
late  may  our  payment  be  before  the 
charge  is  imposed? 
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If  you  wish  to  pay  off  the  loan  (for 
example,  If  you  move  and  sell  the  house) , 
must  you  pay  a  prepayment  penalty? 

Will  the  lender  allow  you  to  be  ex¬ 
cused  from  liability  for  a  deficiency 
judgement  if  the  loan  is  assumed  by 
someone  else  when  you  sell  your  house? 

If  you  sell  the  house  and  the  buyer 
assumes  your  loan,  will  the  lender  have 
the  right  to  charge  an  assumption  fee 
or  raise  the  rate  of  interest? 

If  you  have  a  financial  emergency,  will 
the  terms  of  the  loan  include  a  future 
advances  clause,  permitting  you  to  bor¬ 
row  additional  money  on  the  mortgage 
after  you  have  paid  off  part  of  the  orig¬ 
inal  loan? 

Will  you  be  required  to  pay  into  a  spe¬ 
cial  escrow  or  impound  account  to  cover 
taxes  or  insurance?  If  so,  how  large  a 
deposit  will  be  required  at  the  closing  of 
the  sale?  Will  interest  be  paid  on  the 
account? 

Carefully  discuss  with  the  lender  the 
advantages  and  disadvantages  of  dif¬ 
ferent  financing  approaches.  The  most 
typical  approaches  are  conventional 
loans,  conventionally  insured  loans,  loans 
insured  by  the  Federal  Housing  Adminis¬ 
tration  and  the  Farmers’  Home  Admin¬ 
istration,  and  loans  guaranteed  or  in¬ 
sured  by  the  Veterans’  Administration. 
Compare  the  mortgage  interest  rates, 
downpayment  requirements,  and  mort¬ 
gage  terms  for  all  mortgage  options  open 
to  you.  If  a  lender  is  willing  to  reduce  his 
fees  for  such  things  as  loan  origination, 
discount  points  and  other  one-time 
charges,  he  may  gain  it  back  if  he  charges 
a  high  mortgage  interest  rate. 

There  is  a  simple  rule  of  thumb  which 
will  allow  you  to  calculate  how  much  the 
effective  interest  rate  on  your  loan  is 
increased  by  one-time  charges  such  as 
“points.”  It  is  not  perfectly  accurate,  but 
it  is  usually  close  enough  for  meaning¬ 
ful  comparisons  between  lenders.  The 
rule  is  that  front  end  charges  equaling 
one  percent  of  the  loan  amount  increases 
the  interest  charge  by  one-eighth  ( V8 )  of 
one  percent. 

Here  is  an  example  of  the  rule:  Con¬ 
sider  only  those  charges  that  differ  be¬ 
tween  lenders.  Suppose  you  wish  to  bor¬ 
row  $30,000.  Lender  A  will  make  the  loan 
at  8.5  percent  Interest,  but  charges  a  2 
percent  origination  fee,  a  $150,00  ap¬ 
praisal  fee,  and  requires  that  you  use 
a  lawyer  selected  by  the  lender  at  a  fee 
of  $300.00. 

Lender  B  will  make  the  loan  at  9  per¬ 
cent  interest,  but  has  no  additional  re¬ 
quirements  or  charges.  What  are  the 
actual  charges  for  each  case?  Begin  by 
relating  all  of  Lender  A’s  one-time 
charges  to  percentages  of  the  $30,000 
loan  amount: 

Percent 
of  loan 
amount 


2  percent  origination  fee -  2. 0 

$150  appraisal  fee -  0. 6 

$300  lawyer’s  fee _  1.0 

Total  . 3.6 


Since  each  1  percent  of  the  loan 
amount  In  charges  Is  the  equivalent  of 
*4  percent  Increase  In  Interest,  the  ef¬ 


fective  Interest  rate  from  Lender  A  Is 
the  quoted  or  “contract”  Interest  rate, 
8.5  percent  plus  .44  percent  (3.5  times 
V») ,  or  a  total  of  8.94  percent  interest. 
Since  Lender  B  has  offered  a  9  percent 
interest  rate,  Lender  A  has  made  a  more 
attractive  offer.  Of  course,  it  is  more  at¬ 
tractive  only  if  you  have  sufficient  cash 
to  pay  Lender  A’s  one-time  charges  and 
still  cover  your  down  payment,  moving 
expenses,  and  other  settlement  costs. 

You  can  use  this  method  to  compare 
the  effective  interest  rates  of  any  number 
of  lenders  as  you  shop  for  a  loan.  You 
must  question  lenders  carefully  to  make 
sure  you  have  learned  of  all  of  the 
charges  they  intend  to  make'.  The  good 
faith  estimate  you  receive  when  you  make 
a  loan  application  is  a  good  checklist 
so  you  should  ask  the  lender  how  the 
for  this  information,  but  it  is  not  precise, 
charges  and  fees  are  computed. 

You  may  wish  to  obtain  a  loan  insured 
or  guaranteed  by  FHA,  VA,  or  Farmers 
Home  Administration  rather  than  a  con¬ 
ventional  loan.  These  Federal  agencies 
impose  certain  limitations  on  charges 
which  borrowers  can  be  required  to  pay, 
as  noted  in  discussions  of  specific  charges 
under  Section  L.  However,  these  charges 
may  be  claimed  from  the  seller  of  the 
house,  who  may  try  to  recover  them  from 
you  in  the  form  of  a  higher  sales  price. 
Nonetheless,  you  should  consider  whether 
these  Federal  limits  on  certain  costs  will 
be  advantageous  to  you. 

Check  with  several  lenders  as  to  the 
availability  of  different  financing  mech¬ 
anisms,  and  ask  them  to  describe  the  re¬ 
lative  merits.  Ask  for  both  the  total  set¬ 
tlement  costs  and  monthly  carrying 
charges  under  each  financing  alternative. 

Check  with  the  lender  as  to  whether 
the  specific  reserve  requirements  can  be 
waived.  If  these  requirements  are  waived 
you  are  responsible  for  paying  the  par¬ 
ticular  charges  directly.  The  amount  of 
reserve  deposits  required  varies  depend¬ 
ing  upon  State  laws,  Federal  regulatory 
restrictions  and  the  lender.  Where  re¬ 
serves  are  required  as  a  condition  of  the 
loan,  ask  whether  the  reserve  will  be 
held  in  an  interest-bearing  account. 
Some  recent  State  laws  have  required 
that  these  accounts  bear  interest  for  the 
benefit  of  the  borrower  (buyer) . 

Any  other  variations  or  lender  require¬ 
ments  should  be  questioned  in  discussions 
with  lenders  in  your  area. 

SECURING  TITLE  SERVICES 

A  title  nm  down  may  take  the  form  of 
an  abstract,  a  compilation  of  pertinent 
legal  documents  which  provides  a  con¬ 
densed  history  of  the  property  ownership 
and  related  matters.  In  many  areas,  title 
searches  are  performed  by  extracting  in¬ 
formation  from  the  public  record  without 
assembling  abstracts.  In  either  situation, 
an  expert  examination  is  necessary  to  de¬ 
termine  the  status  of  title  and  this  is 
normally  made  by  attorneys  or  title  com¬ 
pany  employees. 

A  few  days  or  weeks  prior  to  settlement 
the  title  Insurance  company  will  issue  a 
binder  or  preliminary  report,  a  summary 
of  findings  based  on  the  search  or  ab¬ 
stract.  It  is  usually  sent  to  the  lender  for 


use  until  the  title  insurance  policy  is  is¬ 
sued  after  the  settlement.  The  binder 
lists  all  the  defects  in  and  liens  against 
the  title  identified  by  the  search.  You 
should  arrange  to  have  a  copy  sent  to 
you  (or  to  an  attorney  who  represents 
you)  so  that  you  can  raise  an  objection 
if  there  are  matters  affecting  the  title 
which  you  did  not  agree  to  accept  when 
you  signed  the  contract  of  sale. 

You  and  the  lender  have  different  con¬ 
cerns  about  the  property  you  are  buying, 
and  there  are  many  kinds  of  title  defects 
that  can  trouble  you  without  creating 
problems  for  the  lender.  For  example,  a 
restriction  contained  in  a  prior  deed 
might  limit  the  property  to  residential 
use  only.  The  lender  would  find  this  un¬ 
objectionable,  but  if  you  wished  to  op¬ 
erate  a  beauty  shop  or  an  architect’s 
office  in  your  home,  the  use  restriction 
might  make  the  property  unattractive  to 
you.  (Similarly  restrictions  imposed 
locally  under  zoning,  subdivision  or  en¬ 
vironmental  regulations  may  influence 
your  decision  with  respect  to  the  prop¬ 
erty)  . 

Title  insurance  is  often  required  to 
protect  the  lender  against  loss  if  a  flaw 
in  title  is  not  found  by  the  title  search 
made  when  the  house  is  purchased.  You 
may  also  get  such  a  policy  to  protect 
yourself.  In  some  states,  attorneys  pro¬ 
vide  Bar-Related  title  insurance  as  part 
of  their  services  for  transfer  of  title.  In 
these  States  the  attorney’s  fee  may  in¬ 
clude  the  title  insurance  premium. 

Bear  in  mind  that  a  title  insurance 
policy  issued  to  the  lender  does  not  pro¬ 
tect  you.  Similarly,  a  policy  issued  to  a 
prior  owner,  such  as  the  person  from 
whom  you  are  buying  the  house,  does 
not  protect  you.  To  protect  yourself  from 
loss  because  of  a  mistake  made  by  the 
title  searcher,  or  because  of  a  legal  de¬ 
fect  of  a  type  which  does  not  appear  on 
the  public  reoords,  you  will  need  an 
owner’s  policy.  Such  a  mistake  rarely 
occurs  but,  when  it  does,  it  can  be  finan¬ 
cially  devastating  to  the  uninsured. 

To  reduce  title  insurance  costs,  be  sure 
to  compare  rates  among  various  title 
insurance  companies.  Ask  what  services 
and  limitations  on  coverage  are  provided 
by  each  policy  so  that  you  can  decide 
whether  a  higher  rate  is  consistent  with 
your  needs.  Check  the  cost  of  Bar-Re¬ 
lated  title  insurance  if  available  in  your 
locality. 

There  may  be  no  need  for  a  full  his¬ 
torical  title  search  each  time  title  to  a 
home  is  transferred.  If  you  are  buying  a 
home  which  has  changed  hand  within 
the  last  several  years,  inquire  at  the  title 
company  that  issued  the  previous  title 
insurance  policy  about  a  “reissue  rate." 
If  the  title  insurance  policy  of  the  pre¬ 
vious  owner  Is  available,  take  It  to  the 
title  insurer  or  lawyer  whom  you  have 
selected  to  do  your  search.  It  may  help 
you  obtain  a  reissue  rate,  a  lower  charge 
for  a  new  policy  if  the  previous  policy 
was  issued  by  the  same  title  Insurer  or 
by  another  reputable  company  within  a 
recent  period.  You  may  buy  an  owner’s 
policy  any  time  you  wish,  but  it  is  usually 
much  less  expensive  if  purchased  simul- 
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taneously  with  a  lender’s  policy  at  time 
of  settlement. 

SAVINGS  ON  SURVEY  COSTS 

A  surveyor  may  be  able  to  avoid  the 
cost  of  a  repetitive  complete  survey  of 
the  property  if  he  has  access  to  a  recent 
survey  which  he  can  update.  However, 
the  requirements  of  investors  who  buy 
loans  originated  by  your  lender  may 
limit  the  lender’s  discretion  to  negotiate 
this  point.  Check  with  the  lender  or  title 
company  on  this. 

Homebuyers'  Rights 

GOOD  FAITH  ESTIMATES 

At  the  time  of  loan  application,  each 
lender  is  legally  required  to  provide  good 
faith  estimates  of  the  amount  of  each 
settlement  service.  A  good  faith  estimate 
must  be  reasonable,  based  upon  the  best 
information  available  to  the  lender  and 
the  lender’s  experience  in  the  locality  in 
which  your  property  is  located.  The 
lender,  if  unable  to  provide  a  good  faith 
estimate  of  the  amount  for  a  particular 
service,  must  provide  a  good  faith  esti¬ 
mate  of  the  range  of  charges  for  that 
service.  The  lender  is  required  to  provide, 
on  a  form  which  is  clear  and  concise, 
good  faith  estimates  for  the  following 
settlement  services: 

Item  No.  on  Uniform  Settement 
State  mint 

803  Appraisal  fee. 

904  Credit  report. 

1 101  Settlement  or  closing  services. 

1102  Abstract  or  Title  search. 

1 103  Title  Examination. 

1104  Title  Insurance  binder. 

1105  Document  preparation. 

1108  Notary. 

1 107  Attorney. 

1 109  Lender’s  title  insurance. 

1201  Recording  fees. 

1202  City/County’s  tax/stamps. 

1203  State  tax/stamps. 

1303  Survey. 

1302  Pest  Inspections. 

Other  settlement  services  required,  by 
the  lender:  Lenders  are  not  obligated  to 
list  on  the  same  form  all  other  settle¬ 
ment  fees  and  charges,  but  they  are  en¬ 
couraged  to  disclose  estimates  at  time  of 
the  loan  application. 

If  lenders  restrict  your  choice  for  any 
specific  settlement  service  to  three  or 
fewer  firms,  they  are  required  to  pro¬ 
vide  you  as  part  of  this  booklet  a  state- 
-  ment:  “Statement  of  the  Lender’s 
Requirements  Restricting  Selection  of 
Providers  of  Settlement  Services."  This 
Section  will  reflect  final  regulatory  re¬ 
quirements.  In  the  proposed  regulations 
of  March  29,  1976,  this  statement  would 
Include:  (1)  the  precise  requirements  of 
the  lender  for  limiting  your  selection,  in¬ 
cluding  the  name,  address,  and  telephone 
number  of  each  firm  Involved  and  a 


statement  of  specific  services  each  firm 
is  to  provide:  (2)  a  statement  as  to 
whether  each  firm  identified  has  a  busi¬ 
ness  relationship  with  the  lender  apart 
from  referral  of  settlement  business;  and, 
(3)  to  the  extent  known  by  the  lender, 
a  clear  statement  as  to  whether  other 
firms  providing  the  same  services  charge 
fees  in  amounts  lower  than  those  charged 
by  firms  on  the  reauired  lists. 

Once  you  have  obtained  these  esti¬ 
mates  from  the  lender  be  aware  that 
they  are  only  estimates:  the  final  costs 
will  not  be  exactly  the  same.  Estimates 
are  subject  to  changing  market  condi¬ 
tions.  Fees  may  change.  Changes  in  the 
date  of  settlement  may  result  in  changes 
in  escrow  and  proration  requirements. 
In  certain  cases,  it  may  not  be  possible 
for  the  lender  to  anticipate  exactly  the 
pricing  policies  of  settlement  firms. 
Moreover,  your  own  careful  choice  of 
settlement  firms  might  result  in  lower 
costs,  just  as  hasty  decisions  might  re¬ 
sult  in  higher  costs.  Remember  that  the 
lender  is  giving  you  his  best  estimate  at 
the  time  of  loan  application,  not  a  guar¬ 
antee.  Check  with  your  lender  as  you 
approach  the  date  of  settlement  to  see  if 
any  costs  have  changed,  particularly  if 
the  date  of  settlement  has  been  changed. 

Lenders  offer  a  variety  of  services  and 
charges.  Therefore,  do  not  assume  that 
the  good  faith  estimates  quoted  by  the 
first  lender  hold  for  all  lenders.  Lender 
competition  will  depend  in  large  meas¬ 
ure  upon  the  market  for  mortgage  funds 
in  your  locality.  Even  in  a  tight  mort¬ 
gage  environment,  ask  several  lenders 
before  making  a  final  decision. 

A  form  listing  various  settlement  serv¬ 
ice  charges  is  provided  in  Appendix  B 
for  use  as  a  work  sheet.  You  are  en¬ 
couraged  to  use  this  form,  or  one  of  your 
own  choosing,  as  you  shop  for  settle¬ 
ment  services. 

EARLY  DISCLOSURE  OF  COSTS 

Under  RESPA,  you  have  the  right  to 
inspect  your  settlement  statement  one 
business  day  prior  to  date  of  settlement. 
The  person  conducting  settlement  might 
not  have  all  costs  available  the  day  be¬ 
fore,  but  is  obligated  to  show  you,  upon 
request,  what  is  available.  The  settle¬ 
ment  agent  can  not  deny  you  this  inspec¬ 
tion  unless  the  agent  has  been  specifi¬ 
cally  exempted  by  the  Department  of 
Housing  and  Urban  Development  from 
the  one-day  requirement.  Exceptions  are 
provided  where  a  statement  is  not  cus¬ 
tomarily  provided  by  date  of  settlement 
or  where  it  is  impracticable  to  provide 
one. 

TRUTH  IN  LENDING  INFORMATION 

The  lender  is  required  to  provide  you 
Truth-In-Lending  statements  by  the 
time  of  loan  consummation  (usually  the 
settlement  date)  which  discloses  the  an¬ 
nual  percentage  rate  or  effective  inter¬ 


est  rate  which  you  will  pay  on  your  mort¬ 
gage  loan.  This  rate  may  be  higher  than 
the  contract  interest  rate  because  the 
latter  includes  only  interest,  while  the 
annual  percentage  rate  includes  discount 
points,  fees,  and  financing  charges  and 
certain  other  charges  besides  interest  on 
the  loan.  The  Truth-in-Lending  state¬ 
ment  will  also  disclose  any  additional 
charges  for  prepayment  should  you  pay 
off  the  balance  of  the  mortgage  in  full 
before  it  is  due. 

,  Lenders  are  not  required  to  provide 
you  a  Truth  in  Lending  disclosure  at  the 
time  of  loan  application  when  the  good 
faith  estimate  of  settlement  costs  is 
given.  It  may  be  more  convenient  if  the 
lender  provides  both  together  at  the 
time  of  loan  application.  Ask ! 

PROTECTION  AGAINST  UNFAIR  PRACTICES 

A  principal  finding  of  Congress  in  the 
Real  Estate  Settlement  Procedures  Act 
of  1974  is  that  consumers  need  protection 
from  “*  *  *  unnecessarily  high  settle¬ 
ment  charges  caused  by  certain  abusive 
practices  that  have  developed  in  some 
areas  of  the  country."  The  potential 
problems  discussed  below  may  not  be  ap¬ 
plicable  to  most  loan  settlements,  and 
the  discussion  is  not  intended  to  deter 
you  from  buying  a  home.  Most  profes¬ 
sionals  in  the  settlement  business  will 
give  you  good  service.  Nevertheless,  you 
may  save  yourself  money  and  worry  by 
keeping  the  following  considerations  in 
mind. 

Kickbacks.  Kickbacks  and  referrals  of 
business  for  gain  most  often  are  tied 
together.  The  law  prohibits  anyone  from 
giving  or  taking  a  fee,  kickback,  or  any¬ 
thing  of  value  under  an  agreement  that 
business  will  be  referred  to  a  specific 
person  or  organization.  It  is  also  illegal 
to  charge  or  accept  a  fee  or  part  of  a  fee 
where  no  service  has  actually  been  per¬ 
formed.  This  requirement  does  not  pre¬ 
vent  agents  for  lenders  and  title  com¬ 
panies,  attorneys,  or  others  actually  per¬ 
forming  a  service  in  connection  with  the 
mortgage  loan  or  settlement  transac¬ 
tions,  from  receiving  compensation  for 
their  work.  It  does  not  prohibit  commis¬ 
sions  or  sharing  of  fees  by  real  estate 
agents  under  a  multiple  listing  service  or 
similar  arrangement. 

The  prohibition  is  aimed  primarily  at 
eliminating  the  kind  of  arrangement  in 
which  one  party  agrees  to  return  part  of 
his  fee  in  order  to  obtain  business  from 
the  referring  party.  The  danger  is  that 
some  settlement  fees  can  be  inflated  to 
cover  payments  to  this  additional  party, 
resulting  in  a  higher  total  cost  to  you. 

There  are  criminal  penalties  of  both 
fine  and  imprisonment  for  any  violation 
of  these  provisions  of  law.  There  are  also 
provisions  for  you  to  recover  three  times 
the  amount  of  the  kickback,  rebate,  or 
referral  fee  involved,  through  a  private 
lawsuit.  In  any  successful  action  to  en- 
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force  your  right,  the  court  may  award 
you  court  costs  together  with  a  fee  for 
your  attorney. 

Title  Companies.  Under  the  law,  sellers 
may  not  require,  as  a  condition  of  sale, 
that  title  insurance  be  purchased  by  the 
buyer  from  any  particular  title  company. 
A  violation  of  this  would  make  the  seller 
liable  to  you  in  an  amount  equal  to  three 
times  all  charges  made  for  the  title  in¬ 
surance. 

Fair  Credit  Reporting.  If  you  believe 
that  an  erroneous  credit  report  used  by 
the  lender  has  adversely  affected  your 
ability  to  secure  the  loan  on  favorable 
terms,  you  may  proceed  under  the  Fair 
Credit  Reporting  Act  to  secure  correc¬ 
tions.  There  are  credit  reporting  agencies 
which  compile  a  file  that  shows  how  you 
pay  your  bills,  if  you  have  been  sued, 
arrested,  or  filed  for  bankruptcy,  etc. 
This  file  may  include  your  neighbors’  and 
friends’  views  of  your  character,  general 
reputation,  or  manner  of  living.  This 
latter  information  is  referred  to  as  an 
“investigative  consumer  report.” 

The  Fair  Credit  Reporting  Act  does 
not  give  you  the  right  to  request  a  report 
on  yourself  from  the  Consumer  Report¬ 
ing  Agency  or  to  receive  a  copy  of  or  to 
physically  handle  your  file,  but  you  are 
entitled  to  know  the  nature,  substance, 
and  sources  of  the  information  con¬ 
tained  therein. 

To  secure  more  detailed  information 
on  your  credit  report,  contact  the  Fed¬ 
eral  Trade  Commission  (FTC)  in  Wash¬ 
ington,  D.C.  or  the  nearest  FTC  regional 
office.  The  FTC  Buyer’s  Guide  No.  7: 
Fair  Credit  Reporting  Act  is  a  good  sum¬ 
mary  of  the  Act. 

THE  RIGHT  TO  FILE  COMPLAINTS 

If  you  think  you  have  suffered  dam¬ 
ages  through  violations  of  the  Real 
Estate  Settlement  Procedures  Act  of 
1974,  as  amended,  you  are  entitled  to 
bring  a  civil  action  in  the  United  States 
District  Court  for  the  District  in  which 
the  property  involved  is  located,  or  in 
any  other  court  of  competent  jurisdic¬ 
tion.  This  is  a  matter  best  determined  by 
your  lawyer.  Any  suit  you  file  must  be 
brought  within  one  year  from  the  date 
of  the  occurrence  of  the  alleged  violation. 
You  may  have  legal  remedies  under 
other  State  or  Federal  laws  in  addition 
to  RESPA. 

You  should  note  that  RESPA  provides 
for  specific  legal  sanctions  only  for  the 
provisions  which  prohibits  kickbacks  and 
unearned  fees  and  which  limit  the 
seller’s  right  to  chose  a  particular  title 
insurer.  If  you  feel  you  should  recover 
damages  for  violations  of  other  provi¬ 


sions  of  RESPA,  you  should  consult  your 
lawyer  concerning  them. 

Most  settlement  service  providers, 
particularly  lenders,  are  supervised  by 
some  governmental  agency  at  the  local. 
State  and/or  Federal  level.  Others  are 
subject  to  the  control  of  self -policing 
associations.  If  you  feel  a  provider  of 
settlement  services  has  violated  RESPA, 
you  can  address  your  complaint  to  the 
agency  or  association  which  has  super¬ 
visory  responsibility  over  the  provider. 
The  agency’s  name  and  address  is  pro¬ 
vided  on  the  back  cover  of  this  booklet. 
You  are  also  encouraged  to  forward  a 
copy  of  companies  regarding  RESPA 
violations  to  the  HUD  Office  of  Consumer 
Affairs  and  Regulatory  Functions,  which 
has  the  primary  responsibility  for  ad¬ 
ministering  the  RESPA  program.  Your 
complaints  can  lay  the  foundation  for 
future  legislative  or  administrative 
action. 

Send  all  complaints  and  inquiries  to: 

Assistant  Secretary  for  Consumer  Affairs  and 
Regulatory  Functions,  Attention:  RESPA 
Office,  U.S.  Department  of  Housing  and  Ur¬ 
ban  Development,  451  7th  Street  SW„ 
Room  4100,  Washington,  D.C.  20410. 

THE  HOMEBUYERS’  OBLIGATIONS  (REPAY¬ 
MENT  OF  LOAN  AND  MAINTENANCE  OF 
HOME) 

At  settlement  you  become  legally  obli¬ 
gated  to  repay  the  mortgage  loan  financ¬ 
ing  purchase  of  your  home.  You  must 
pay  according  to  the  terms  of  the  loan — 
interest  rate,  amount  and  due  date  of 
each  monthly  payment,  repayment  pe¬ 
riod — specified  in  the  documents  signed 
by  you.  You  will  sign  at  settlement  a 
note  or  bond  which  is  your  promise  to 
repay  the  loan  for  the  unpaid  balance 
of  the  purchase  price.  You  also  sign  a 
mortgage  or  deed  of  trust  which  pledges 
your  home  as  security  for  repayment  of 
the  loan.  Failure  to  make  monthly  mort¬ 
gage  payments  on  time  may  lead  to  a  late 
payment  charge,  as  provided  in  the  docu¬ 
ments.  If  you  default  on  the  loan  by 
missing  payments  altogether  and  not 
making  them  up,  the  documents  also 
specify  certain  actions  which  the  lender 
may  take  to  recover  the  amount  owed. 
A  default  could  lead  ultimately,  after 
required  notice  to  you,  to  foreclosure  and 
sale  of  the  home  which  secures  your  loan. 

You  should  also  be  careful  to  main¬ 
tain  your  home,  both  for  your  own  satis¬ 
faction  and  comfort  as  the  occupant  and 
because  the  home  is  security  for  your 
loan.  The  mortgage  or  deed  of  trust  may 
in  fact  specifically  obligate  you  to  keep 
the  property  in  good  repair  and  not  per¬ 
mit  deterioration.  It  may  also  permit  the 
lender  to  make  inspections  of  your  home 
for  reasonable  cause. 

Read  the  documents  carefully  at  or 
before  settlement  and  be  aware  of  your 
obligations  as  a  homeowner. 
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A  Sample  Worksheet-  Appendix  A 

This  page  is  a  sample  worksneen  for  a  family  purchasing  a  $35,000 
house  and  getting  a  new  $30,000  loan.  Line  103  assumes  that  their  total 
settlement  charges  are  $1000.  (This  figure  is  the  sum  of  all  the 
individual  settlement  charges,  which  will  be  listed  in  detail  in  section 
L  of  their  Uniform  Settlement  Statement.)  The  $1000  figure  is  merely 
illustrative?  it  would  be  much  higher  in  some  areas  and  for  some  types 
of  transactions,  and  much  lower  for  others. 


J.  SUMMARY  OF  BORROWER’S  TRANSACTION 

100.  GROSS  AMOUNT  DUE  FROM  BORROWER: 

101.  Contract  sales  price 

35,000.00  | 

102.  Personal  property  (refrigerator) 

■K3XS11 

103.  Settlement  charges  to  borrower 
(from  line  1400,  Section  L) 

1,000.00 

|105.  _  _ . _ ! 

1 

Adjustments  for  items  paid  by  seller  in  advance: 

106.  City/town  taxes  to 

H 

107.  County  taxes  to 

1 

108. Assessments  6-31  to  7-31  (owners  as: 

[n)  20.00  8 

109.  Fuel  oil  25  togal.@  •  50/gal 

12.50  H 

110.  to 

5 

111.  to 

1 

112.  ftp 

1 

120.  GROSS  AMOUNT  DUE  FROM  BORROWER: 

36,232.50  | 

200.  AMOUNTS  PAID  BY  OR  IN  BEHALF  OF  BORROWER: 

1,000.00  a 

202.  Principal  amount  of  new  loan(s) 

203.  Existing  loan(s)  taken  'subject  to  '(  none  ) 

mu 

I205. 

L _ 11 

I206. 

■■■■Mi 

Credits  to  borrower  for  items  unpaid  by  seller: 

207.  City/town  taxes  to 

I  •  6 

208.  County  taxes  r_i  to  6-31  (a  S600/vr 

300.00  I] 

209.  Assessments  ]-l  to  6-31  @  $100/vr 

50.00  » 

210.  '  to 

211.  to 

212.  to 

213.  .  .  to.  .  _ m rfrJ 

220.  TOTAL  AMOUNTS  PAID  BY  OR  IN  BEHALF 

1  OF  BORROWER: 

31,350.00 

I  ™.  CASH  AT  SETTLEMENT  REQUIRED  FROM  ORPAYABLETO  •  •’ 

1  BORRO’.VER 

301.  Gross  amount  jdue  from  borrower 
(from  line  120) 

36,232.50 

Less  amounts  paid  by  or  in  behalf  of 
borrower  (from  line  220) 

(31,350.00) 

303.  CASH  (□  REQUIRED  FROM)  OR 
(  □  PAYABLE  TO)  BORROWER: 

4,082.50 
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Your  Financial  Worksheet  Appendix  B 

Once  you  have  decided  which  providers  you  wish  to. 
use  for  your  settlement  services  and  have  selected  the 
lender  who  will  make  your  loan,  you  can  calculate  the 
total  estimated  cash  you  will  need  to  complete  the 
purchase.  The  form  below,  which  is  a  part  of  the  Uniform 
Settlement  Statement,  can  be  used  as  a  worksheet  for 
this  purpose. 


3.  SUMMAHY  Os'  KOHUOWSIL'S  TRANSACTION 

100.  GROSS  A\*OUNT  DUS  FROM  K)KROWER: 

101.  Contract  sales  price 

:• 

102.  Personal  property 

103.  Settlement  charges  to  borrower 
(from  line  1400,  Section  L) 

104. 

105. 

Adjustments  for  items  paid  by  seller  injadva’nce: 

106.  City/town  taxes  to 

107.  County  taxes  to 

103.  Assessments  to 

109.  to 

110.  to 

111.  to 

112.  to 

120.  GROSS  AMOUNT  DUE  FROM  BORROWER; 

200.  AMOUNTS  PAID  BY  OR  IN  BEHALF  OF  BORROWER: 

201.  Deposit  or  earnest  money 

202.  Principal  amount  of  new  loan(s) 

203.  Existing  loan(s)  taken  subject  to 

204. 

205. 

206. 

Credits  to  borrower  for  items  unpaid  by  seller: 

207.  City/town  taxes  to 

203.  County  taxes  to 

209.  Assessments  to 

210.  to 

211.  to 

212.  to 

213.  to 

220.  TOTAL  A.VOUNTS  PAID  BY  OR  IN  BEHALF 

OF BORROWER: 

CASH  AT  SETTLEMENT  REQUI  RED  JFRC&i  OR  PAYABLE  TO 
BORROWER 

301.  Gross  amount  due  from  borrower 
(from  line  120) 

302.  ^'r  ss  amounts  paid  by  or  in  behalf  of 
borrower'  (from  line  220) 

(  ) 

303.  CASH  (□  REQUIRED  FROM)  OR 

(  □  PAYABLE  TO)  BORROWER: 
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Appendix  C 

CONSUMER  LITERATURE  ON  HOME  PURCHASING, 
MAINTENANCE,  PROTECTION,  AND  OTHER  TOPICS 

U.S.  Department  of  Housing  and  Urban 
Affairs 

Appraisals 

Questions  and  Answers  to  Home  Property 
Appraisals:  HUD-38-F(4). 

Condominiums 

Financing  Condominiums  Housing:  HUD- 
77-F-(4) . 

HUD/FHA  Non-Assisted  Program  For  Con¬ 
dominium  Housing:  Fact  Sheet  HUD-227- 
F(4). 

Questions  About  Condominiums:  HUD- 
366-F(2) . 

HUD/FHA  Comparison  of  Condominium 
and  Cooperative  Housing:  HUD-321-F(4) . 

Cooperatives 

Let’s  Consider  Cooperatives:  HUD-17-F(6) . 
HUD/FHA  Program  For  Unsubsidized 
Housing:  HUD-256-F(3) . 

Home  Mortgage  Insurance 
Home  Mortgage  Insurance:  HUD-43-F(5), 
Programs  For  Home  Mortgage  Insurance: 
HUD-97-F(7). 

Home  Ownership 

The  Home  Buving  Serviceman:  HUD-121- 
F(3). 

HUD’s  Home  Ownership  Subsidy  Program: 
HUD-4 19-HPMC. 

Miscellaneous 

Protecting  Your  Home  Against  Theft: 
HUD-315— F(4). 

Termites:  HUD-323-F(3). 

Be  An  Energy  Miser  in  Your  Home:  HUD- 

324-PA. 


Mobile  Homes 

Buying  and  Financing  a  Mobile  Home: 
HUD-243-P(5). 

Mobile  Home  Financing  through  HUD: 
HUD-265-F(5) . 

Settlement  Costs 

Buying  a  Home?  Don’t  Forget  Those  Closing 
Costs  Real  Estate  Settlement  Procedures  Act: 
HUD-342-F(3)  Reprint  of  Article  In  HUD 
Magazine  HUD-420-ASI. 

General  Interest 

Wise  Home  Buying:  HUD-267-F(5). 
Should  You  Buy  or  Rent  a  Home:  HUD- 
328-F(2) . 

Protecting  Your  Housing  Investment: 
HUD-346-PA  ( 2 ) . 

Home  Owners  Glossary  of  Building  Terms : 
HUD-369— F  (3) . 

Home  Buyers  Vocabulary:  HUD-383-HM 
(3). 

Your  Housing  Rihgts:  HUD-177-EO(3). 
Contact:  US.  Department  of  Housing  & 
Urban  Affairs,  461  Seventh  Street  SW.,  Wash¬ 
ington,  D.C.  20410,  Room  B-258  or  HUD  Re¬ 
gional  Area  and  Insuring  Offices  throughout 
the  country. 

U.S.  Veterans  Administration 
Pointers  for  the  Veteran  Homeowner. 
Questions  and  Answers  on  Guaranteed  and 
Direct  Loans  for  Veterans. 

To  the  Home-Buying  Veteran. 

Contact:  Your  Nearest  VA  Regional  Office. 

U.S.  Department  of  Agriculture 
Selecting  and  Financing  a  Home. 

Contact:  Office  of  Communications,  U.S. 
Department  of  Agriculture  Washington,  D.C. 
20250 


UJS.  Department  of  Labor 
Rent  or  Buy?  (No.  178D,  80 <) 

Contact:  Consumer  Affairs,  Public  Docu¬ 
ments  Distribution  Center,  Pueblo,  Colorado 
81009. 

V.S.  Government  Printing  Office 
Consumer  Information:  An  Index  of  se¬ 
lected  Federal  Publications  (GPO  No. - ). 

Contact:  Consumer  Information,  Public 
Documents  Distribution  Center,  Pueblo, 
Colorado  81009. 

The  Equal  Credit  Opportunity  Act  requires 
that  the  following  notice  be  provided: 

The  Federal  Equal  Credit  Opportunity  Act 
prohibits  creditors  from  discriminating 
against  credit  applicants  on  the  basis  of 
sex  or  marital  status.  The  Federal  agency 
which  administers  compliance  with  this  law 
concerning  this  (insert  appropriate  name  of 
lender)  is  (name  and  address  of  appropriate 
agency) . 

Note:  Title  VIII  of  the  Civil  Rights  Act  of 
1968,  Fair  Housing;  likewise  prohibits  dis¬ 
crimination  on  the  basis  of  race,  color,  reli¬ 
gion,  sex,  or  national  origin.  Effective 
March  23,  1977,  the  law  will  prohibit  credi¬ 
tors  from  discriminating  on  the  basis  of 
race,  color,  religion,  national  origin,  sex,  mari¬ 
tal  status  or  source  of  Income  (if  all  or  part 
of  Income  derives  from  any  public  assistance 
program) . 

Constance  B.  Newman, 
Assistant  Secretary  for  Con¬ 
sumer  Affairs  and  Regulatory 
Functions.  U.S.  Department  of 
Housing  and  Urban  Develop¬ 
ment. 
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